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INDEPENDENT AUDITORS’ REPORT

To the Board of Trustees
Lake Park Municipal Utilities

We have audited the accompanying financial statements of the business-type activities and
each major fund of Lake Park Municipal Utilities (Utilities), a component unit of the City of Lake
Park, as of and for the year ended June 30, 2007, which collectively comprise Lake Park
Municipal Utilities’ basic financial statements as listed in the table of contents. These financial
statements are the responsibility of the Utilities’ management. Our responsibility is to express
an opinion on these financial statements based on our audit.

We conducted our audit in accordance with U.S. generally accepted auditing standards, and
the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan
and perform the audit to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinion.

We did not observe the taking of the physical inventories (stated at $198,590) taken as of June
30, 2006 since that date was prior to our initial engagement as auditors for the Utilities, and the
Utilities’ records do not permit adequate retroactive tests of inventory quantities.

In our opinion, except for the effects of such adjustments, if any, as might have been
determined to be necessary had we been able to observe the physical inventories taken as of
June 30, 2008, the financial statements referred to in the first paragraph present fairly, in all
material respects, the respective financial position of the business-type activities and each
major fund of Lake Park Municipal Utilities at June 30, 2007, and the respective changes in the
funds' financial position and cash flows for the year then ended in conformity with U.S.
generally accepted accounting principles.
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In accordance with Government Auditing Standards, we have also issued our report dated
October 26, 2007 on our consideration of Lake Park Municipal Utilities’ internal control over
financial reporting and our tests of its compliance with certain provisions of laws, regulations,
contracts and grant agreements and other matters. The purpose of that report is to describe
the scope of our testing of internal control over financial reporting and compliance and the
results of that testing and not to provide an opinion on the internal control over financial
reporting or on compliance. That report is an integral part of an audit performed in accordance
with Government Auditing Standards, and should be considered in assessing the resuits of our
audit.

Budgetary comparison information on pages 21 and 22 is not a required part of the basic
financial statements, but is supplementary information required by the Government Accounting
Standards Board. We applied certain limited procedures, which consisted principally of inquires
of management regarding the methods of measurement and presentation of the required
supplementary information. We did not audit the information and express no opinion on it.

Lake Park Municipal Utilities has not presented management's discussion and analysis which
introduces the basic financial statements by presenting certain financial information as well as
management's analytical insight on that information that the Government Accounting Standards
Board has determined is necessary to supplement, although not required to be a part of, the
basic financial statements.

As described in Note 13 to the financial statements, certain errors resulting in the
overstatement of operating revenues in the gas fund as of June 30, 2006 were discovered by

management of the Utilities during the current year. Accordingly, an adjustment has been
made to fund net assets as of July 1, 2006.

\(m,ﬁm ' &., L/

October 26, 2007
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Exhibit A
LAKE PARK MUNICIPAL UTILITIES
STATEMENT OF NET ASSETS
JUNE 30, 2007

Business-Type
Activities
ASSETS:
Cash and cash eqUIVAIENES .......cccceiviieieeiererere s e rcr e ree e $ 330,322
ACCOUNTS TEEBIVADIE < oo et e e 149,633
YT ) (o oY ST 180,939
Other CUITENT BSSEIS 1iiiniiii i me e e e e e st s et s s e ennas 22,894
Total current assets 683,788
RESHICIEU BSSEES i e e e 373,391
(0 T = 1=1 (- RSN SPT SR PPRPPPPIR 165,719
Capital assets - net of accumulated depreciation ...........cooooviiiiinnnn, 3,915,955
TOTAL ASSETS 5,138,853
LIABILITIES:
ACCOUNES PAYaDIE oo e 174,319
ACCIUSH BXPBISES ..iiiiiiviueiririieereeteereriaetertetetsersessrassansnnrnnrnnrsensntbeiessessssisissaes 21,181
Customer meter deposits ... 4,681
Total current liabilities 200,181
Long-term liabilities:
Due or payable within one year:
RevenuUe DONAS/NOIES ..ot ettt et st a e eean e aan 135,000
Due or payable after one year:
Revenue Bonds/NOIES .o er v e e e s 2,410,000
TOTAL LIABILITIES 2,745,181
NET ASSETS:
Invested in capital assets -
net of related debt ..o e e ennns 1,370,955
Restricted:
B =] oL R =T=T e = R PRSP 265,671
Capital ProjEctS ... 107,720
Total restricted 373,391
B ] £= 1ot Ea o1 = ¢ IRUTTTR U U T U ORI TUPU 649,326
TOTAL NET ASSETS $2,393,672

See Accompanying Notes to Financial Statements
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L AKE PARK MUNICIPAL UTILITIES
STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2007

OPERATING REVENUES

OPERATING EXPENSES:

DIrECt COSIS ittt ittt e a e
Operating EXPENSES ....cvviriiiiiiiii e
Administrative @XPENSES ...ooviveeiieiiiiiiiie e

TOTAL OPERATING EXPENSES
OPERATING INCOME

NON-OPERATING INCOME (EXPENSE):

INEEFEST INCOME oiiieeieeiieirerrer e iie e bt es et r e s re e e s b
Economic development contributions ...
Payments in lieu of property taxes ...
INTErEst EXPENSE .viiiiiririeii e e e

TOTAL NON-OPERATING INCOME (EXPENSE)
CHANGE IN NET ASSETS

NET ASSETS - BEGINNING OF YEAR (As Restated)

NET ASSETS - END OF YEAR

See Accompanying Notes to Financial Statements
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Exhibit B

Business-Type
Activities

2,069,749

1,208,583
711,166
84,928
2,004,677

—— e

65,072

38,690
(24,931)
(39,388)

(127.268)

(152,897)

(87,825)

2,481,497

r——— e e

$2,393.672



LAKE PARK MUNICIPAL UTILITIES
STATEMENT OF FUND NET ASSETS
JUNE 30, 2007

Exhibit C

ASSETS
Electric Water Gas
Fund Fund Fund Total
CURRENT ASSETS:
Cash and cash equivalents {Note 2):

Unrestricted, undesignated ................. § 152,345 $611457 % 763,802
Accounts receivable (net) (Note 3) ........ 86,689 $ 16,182 46,762 149,633
IVENIOIY ot 126,688 30,184 24,067 180,939
Prepaid eXpenses ..., 9,523 4,892 5,893 20,308
Interest receivable ..., 2,314 272 2.586

TOTAL CURRENT ASSETS 377,559 51,258 688,451 1,117,268
NONCURRENT ASSETS:
Bond costs (Ret) .o 53,885 3,554 57,439
Notes receivable (Note 4) ........cooeiis 96,890 11,390 108,280
Restricted assets:

Revenue bond sinking fund ............... 19,737 3,372 23,109

Principal and interest reserve .............. 214,700 27,862 242 562

Improvement fund ... 107.720 107,720

TOTAL NONCURRENT ASSETS 492,932 34,788 11,390 539,110
CAPITAL ASSETS (Note 5):
Capital @sSets ..o eceerer i, 4,312,807 2,169,462 637,400 7,119,669
Accumulated depreciation ..o {1,538,756) {1,208,561) (456,397) (3.203,714)
TOTAL CAPITAL ASSETS 2,774,051 960,901 181.003 3,915,955
TOTAL ASSETS $3.644542  $1.046.947 $880,844  $5.5672.333

See Accompanying Notes to Financial Statements
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LAKE PARK MUNICIPAL UTILITIES

STATEMENT OF FUND NET ASSETS - Continued

JUNE 30, 2007

LIABILITIES AND FUND NET ASSETS

Exhibit C

Electric Water Gas
Fund Fund Fund Total
CURRENT LIABILITIES:
Cash deficit .......ccivvieere $ 433,480 $ 433,480
Accounts payable ... $ 79493 12,206 $ 82,620 174,319
Accrued interest ..o 9,639 643 5,567 15,849
Accrued payroll and sales taxes ............. 1,232 1,232
Accrued salaries and vacation ................ 100 2,100 1,900 4,100
Customer meter deposits ..o 1,600 892 2,189 4,681
Current portion long-term debt ... 100,000 35,000 135,000
TOTAL CURRENT LIABILITIES 192,064 484 321 92.276 768,661
LONG-TERM DEBT (Note 8}
Revenue bonds/notes payable .............. 2,395,000 150,000 2,545,000
Less current portion above ..., {100,000) {35.000) (135,000)
TOTAL LONG-TERM DEBT 2.295.000 115,000 2,410,000
TOTAL LIABILITIES 2,487,064 599,321 92,278 3,178,661
FUND NET ASSETS:
Invested in capital assets -
net of refated debt ..o 379,051 810,901 181,003 1,370,955
Restricted:
Debt SBrvICE ...vvvirreeeeei e 234,437 31,234 265,671
Capital projects ..o 107,720 107,720
Total restricted 342 157 31,234 373.391
Unrestricted .......ooovviiin e 436,270 {394,509) 607,565 649,326
TOTAL FUND NET ASSETS 1,157,478 447 628 788,568 2,393,672
TOTAL LIABILITIES AND FUND
NET ASSETS $3,644.542 $1.046.947 $880.844 $5.572,333

See Accompanying Notes to Financial Statements
7



LAKE PARK MUNICIPAL UTILITIES
STATEMENT OF REVENUES, EXPENSES AND
CHANGES IN FUND NET ASSETS
FOR THE YEAR ENDED JUNE 30, 2007

Exhibit D

Electric Water Gas
Fund Fund Fund Total
REVENUE:
Operating Tevenues .......ccoceeverierceeenean, $ 917.542 $182.059 $970,148 $2,069,749
OPERATING EXPENSES:
Direct COStS ..o 417,555 61,260 729,768 1,208,583
Other operating expenses ................... 391,575 193,783 125,808 711,166
Administrative expenses ............ccoeeiinen 24,994 24750 35,184 84,928
TOTAL OPERATING EXPENSES 834,124 279,793 890,760 2,004,677
OPERATING INCOME (LOSS) 83,418 {87.734) 79,388 65.072
NON-OPERATING INCOME (EXPENSE):
Interest iNCOME .vviivneviicieencec e 25,506 3,089 10,096 38,690
Economic development contributions ... {12,457) (17) (12,457) {24,931)
Payments in lieu of property taxes .......... (26,085) (2,979) {10,324) {39,388)
Interest eXpense ..o (117,157) (8,114) (1,997) (127,268)
TOTAL NON-OPERATING
INCOME (EXPENSE) (130,194) (8.021) {14,682) (152,897)
CHANGE IN FUND NET ASSETS (46,776) (105,755) 64,706 (87,825)
FUND NET ASSETS - JULY 1, 2008
(As Restated - Gas Fund) 1,204,254 553,381 723,862 2,481,497
FUND NET ASSETS - JUNE 30, 2007 $1.157478 $447.626 $788.568 $2,393.672

See Accompanying Notes to Financial Statements
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LAKE PARK MUNICIPAL UTILITIES
STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED JUNE 30, 2007

CASH FLOWS FROM OPERATING ACTIVITIES:

Cash received from customers ...............

Cash paid to suppliers .......coveevvinnvninn,

Cash paid to employees ........................
NET CASH PROVIDED (USED)
BY OPERATING ACTIVITIES

CASH FLOWS FROM NONCAPITAL
FINANCING ACTIVITIES:
Economic development contributions .....
Payments in lieu of property taxes ..........
NET CASH USED BY
NONCAPITAL FINANCING
ACTIVITIES

CASH FLOWS FROM CAPITAL AND
RELATED FINANCING ACTIVITIES:
Acquisition and construction of
capifal assets ...
Revenue bond principal repayment ...
Interest paid ......c.oooviiiviin
{Increase) decrease in sinking,
reserve, and improvement funds ........
NET CASH USED BY CAPITAL
AND RELATED FINANCING
ACTIVITIES

CASH FLOWS FROM
INVESTING ACTIVITIES:
Principal received on note ...,
Interest received from investments ........
NET CASH PROVIDED BY
INVESTING ACTIVITIES

NET CHANGE IN CASH AND
CASH EQUIVALENTS........c..c....

CASH (CASH DEFICIT) AND CASH
EQUIVALENTS - BEGINNING OF YEAR

CASH (CASH DEFICIT) AND CASH
EQUIVALENTS - END OF YEAR

See Accompanying Notes to Financial Statements

Exhibit £

Electric Water Gas
Fund Fund Fund Total
$ 931,782 $ 186,219 $ 976,010 $ 2,094,011
(475,143) {135,634) {882,999) (1,493,776)
{189.712) {80,9486) (76,881} {347 539)
266,927 {30,361) 16,130 252,606
(12,457) (17) (12,457) (24,931)
(26,085) (2,979) (10,324} (39,388)
{38.542) (2,996) (22,781} (64,319)
(83,335) {14,816) (98,151)
(95,000) (35,000} {130,000)
{(117.,157) (8,114) (1,684) {126,855}
{18,219) 2,500 (15,719}
(313.711) {65430} {1,584) (370,725}
24,019 519 24,538
25455 3,089 10,146 38,690
49,474 3,089 10,665 63,228
(35,852) (85,698) 2,430 (119,120)
188,197 (347.782) 609,027 449,442
$ 152,345 $(433,480) $611.457 $ 330,322



Exhibit E
LAKE PARK MUNICIPAL UTILITIES
STATEMENT OF CASH FLOWS - Continued
FOR THE YEAR ENDED JUNE 30, 20067

Electric Water Gas
Fund Fund Fund

—
O
—
FoN

|

RECONCILIATION OF OPERATING
INCOME (LOSS) TO NET CASH
PROVIDED BY OPERATING ACTIVITIES:
Income from operations ........ccoccoevenenee $ 83,418 $(97,734) $79,388 $ 65,072
Adjustments to reconcile income
from operations to net cash provided
by operating activities:

Depreciation .........coceevecivnivieninennn, 129,982 65,601 17,196 212,779
Amortization ... 3,169 888 4,057
(Increase) decrease in:
Accounts receivable ... 15,549 4,240 6,669 26,458
INVENTOTY oo, 20,855 (3,204) 17,651
Prepaid expenses ...vveveoeninens 4,277 (3,245) (3,015) {1,983)
Increase (decrease) in:
Accounts payable .......coocieiien 15,456 5,999 {70,408) (48,953)
Accrued payroll and sales faxes ... (3,645) {2,922) (2,684) {9,251)
Accrued salaries and vacation ... (825) {3,108) (7,005) (10,938)
Customer deposits ......cooviiiiinnnn, (1.309) {80) (807) {2,1986)

NET CASH PROVIDED (USED)
BY OPERATING ACTIVITIES $266,927 $(30,361) $16,130 $252.696

See Accompanying Notes o Financial Statements
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LAKE PARK MUNICIPAL UTILITIES
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2007

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Reporting Entity

The financial statements of Lake Park Municipal Utilities include the Electric, Water, and
Gas enterprise funds which provide services to the residents of the City of Lake Park.
Lake Park Municipal Utilities is governed by a five-member board of trustees, which is
appointed by the Mayor of the City of Lake Park. Based on the criteria set forth by the
Governmental Accounting Standards Board, Lake Park Municipal Utilities is considered a
component unit of the City of Lake Park. However, the City's financial statements cover
the primary government only; therefare it does not include financial information concerning
the Utilities.

For financial reporting purposes, the Lake Park Municipal Utilities has included all funds,
organizations, agencies, boards, commissions, and authorities. The Utilities has also
considered all potential component units for which it is financially accountable, and other
organizations for which the nature and significance of their relationship with the
component unit are such that exclusion would cause the component unit's financial
statements to be misleading or incomplete. The Governmental Accounting Standards
Board has set forth criteria to be considered in determining financial accountability. These
criteria include appointing a voting majority of an organization’s governing body and (1)
the ability of the Utilities to impose its will on that organization or (2) the potential for the
organization to provide specific benefits to or impose specific financial burdens on the
Utilities. Lake Park Municipal Utilities has no component units.

Government-wide and Fund Financial Statements

The statement of net assets and the statement of activities report information on all of the
activities of the Utilities. For the most part, the effect of interfund activity has been
removed from these statements.

The statement of activities demonstrates the degree to which the direct expenses of a
given function or segment is offset by program revenues. Direct expenses are those that
are clearly identifiable with a specific function or segment. Program revenues include (1}
charges to customers or applicants who purchase, use, or directly benefit from goods,
services, or privileges provided by a given function or segment and (2) grants and
contributions that are restricted to meeting the operational or capital requirements of a
particular function or segment. Other items not properly included among program
revenues are reported instead as general revenues.

Major individual enterprise funds are reported as separate columns in the fund financial
statements. The Ultilities report the following major enterprise funds:

Electric Fund - the Electric Fund accounts for the operation and maintenance of the
electric distribution system.

Water Fund - The Water Fund accounts for the operation and maintenance of the
water distribution system.

Gas Fund - The Gas Fund accounts for the operation and maintenance of the gas
distribution system.

1



LAKE PARK MUNICIPAL UTILITIES
NOTES TO FINANCIAL STATEMENTS - Continued
JUNE 30, 2007

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Measurement Focus, Basis of Accounting, and Financial Statement Presentation
The accounts of Lake Park Municipal Utilities are organized on the basis of funds, each of
which is considered to be a separate accounting entity. The Utilities’ financial statements
are reported using the economic resources measurement focus and the accrual basis of
accounting. Revenues are recorded when earned and expenses are recorded when a
liability is incurred, regardless of the timing of related cash flows.

In reporting the financial activity of its enterprise funds, the Utilities applies all applicable
GASB pronouncements as well as the following pronouncements issued on or before
November 30, 1989, unless these pronouncements conflict with or contradict GASB
pronouncements: Financial Accounting Standards Board Statements and Interpretations,
Accounting Principles Board Opinions, and Accounting Research Bulletins of the
Committee on Accounting Procedure.

The Utilities distinguishes operating revenues and expenses from non-operating items.
Operating revenues and expenses generally result from providing services and producing
and delivering goods in connection with the Utilities’ principal ongoing operations. The
principal operating revenues of the Utilities are charges to customers for sales and
services. Operating expenses include the cost of sales and services, administrative
expenses, and depreciation on capital assets. All revenues and expenses not meeting
this definition are reported as non-operating revenues and expenses.

Budgets and Budgetary Accounting
The Board of Trustees of Lake Park Municipal Utilities submits an annual budget prepared
on the accrual basis independent from the City of Lake Park.

Cash and Cash Equivalents

For the purposes of the statement of cash flows, the Utilities considers as cash and cash
equivalents all unrestricted currency on hand, demand and other deposit accounts with
banks or other financial institutions, and certificates of deposits with an original maturity of
three months or less.

Accounts Receivable

Accounts receivable and revenue are recorded at the time that service is billed. Unbilled
revenue for service consumed between periodic scheduled billing dates is not considered
to have a material effect on the financial statements. Accounts are reviewed annually,
accounts considered uncollectable are written off to the allowance for doubtful accounts.

Inventories
Inventories are valued at the lower of cost or market on a first-in, first-out (FIFO) basis.
Inventories are recorded as an expenditure or, if applicable, capitalized when consumed.

Restricted Assets

Funds set aside for payment of the Utilities' revenue notes are classified as restricted
since their use is restricted by applicable note indentures.

12



LAKE PARK MUNICIPAL UTILITIES
NOTES TO FINANCIAL STATEMENTS - Continued
JUNE 30, 2007

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Net Assets

Net assets represent the difference between assets and liabilities in the financial
statements. Net assets invested in capital assets, net of related debt, consists of capital
assets, net of accumulated depreciation, reduced by the outstanding balance of any long-
term debt used for acquisition, construction or improvement of those assefs. Net assetis
are reported as restricted when there are limitations imposed on their use through external
restrictions imposed by creditors, grantors, or laws or regulations of other governments.

The Utilities’ policy is to first apply restricted resources when an expense is incurred for
purposes for which both restricted and unrestricted net assets are available.

Income Taxes
The Utilities is exempt from federal and state income taxes because it is a governmental
entity organized under the provisions of Chapter 388 of the Code of lowa.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect certain
reported amounts and disclosures. Accordingly, actual results could differ from those
estimates.

DEPOSITS AND INVESTMENTS

The Ultilities’ deposits in banks at June 30, 2007, were entirely covered by Federal
depository insurance or by the State Sinking Fund in accordance with Chapter 12C of the
Code of lowa. This chapter provides for additional assessments against the depositories
to insure there will be no loss of public funds.

The Ulilities is authorized by statute to invest public funds in obligations of the United
States government, its agencies and instrumentalities; certificates of deposit or other
evidences of deposit at federally insured depository institutions approved by the Board of
Trustees; prime eligible bankers acceptances; certain high-rated commercial paper;
perfected repurchase agreements; certain registered open-end management invesiment
companies; certain joint investment trusts; and warrants or improvement certificates of a
drainage district.

The Utilities had no assets classified as investments at June 30, 2007.

13



LAKE PARK MUNICIPAL UTILITIES
NOTES TO FINANCIAL STATEMENTS - Continued
JUNE 30, 2007

3. ACCOUNTS RECEIVABLE

Accounts receivable are reported net of allowance for doubtful accounts as follows:

Electric Water Gas

Fund Fund Fund
Accounts receivable - customers .......cco........ $90,600 $17,262 $49,962
Less - allowance for doubtful accounts.......... 3,920 1,080 3.200
Accounts receivable (net) 86,689 16,182 46,762

4. NOTES RECEIVABLE

In 1991, Lake Park Municipal Utilities loaned Northern lowa Die Casting (NIDC Corp.) of
Lake Park, lowa $165,000. Interest only was payable annually until 2002, at which time
$17,000 plus interest at 7% shall be due each and every year thereafter until fully paid.
The loan is secured by a mortgage on the land and the building. Due to certain economic
conditions attained by NIDC Corp., $40,000 was forgiven each year durmg the years
ended June 30, 1996 and June 30, 2002.

With respect to the above note, Lake Park Municipal Utilities has agreed to finance the
interest paid by NIDC Corp. by making contributions to the Lake Park Development
Corporation, who in return, will provide NIDC Corp. with funds sufficient to service the
interest.

Lake Park Municipal Utilities loaned $165,000 to the City of Lake Park, lowa in 1991,
Interest at 7% is payable semi-annually, over the life of the loan, with annual principal
payments of $15,000 beginning June 1, 2002 through 2007 and annual principal
payments of $20,000 on June 1, 2008 through 2010.

In 1995, Lake Park Municipal Utilities loaned $30,000 to Silver Lake Apartments, Limited
Partnership, a housing project for senior citizens. The note is to be paid back over fifteen
years at an annual interest rate of 3% and matures on September 1, 2010. The note is
secured by the buildings, personal property and revenues of the partnership. The
payments are to be made from the partnership’s surplus cash as defined in the
promissory note.

The balance of these notes on June 30, 2007 is as follows:

Electric Fund:

NIDC COrp .ooooiviiiieiiiciecee $25,500
City of Lake Park ......cccceeveen. 60,000
Silver Lake Apartments ........... 11,390
Total $96.,890

Gas Fund:
Silver Lake Apartments ........... $11,390

14



LAKE PARK MUNICIPAL UTILITIES
NOTES TO FINANCIAL STATEMENTS - Continued
JUNE 30, 2007

5. CAPITAL ASSETS

Property, plant, and equipment are stated at cost. The report sets forth the original cost
of the assets and accumulated depreciation thereon, based on depreciation rates
commensurate with the average normal useful life of the various components of the plant
and system. Subsequent additions to the plant and system are recorded on the basis of
materials and direct labor costs only and no overhead {o cover such items as payroll
taxes, materials, handling and transportation has been capitalized.

Interest costs are capitalized when incurred on debt where proceeds were used to finance
the construction of assets. Interest earned on proceeds of tax-exempt borrowing
arrangements restricted to the acquisition of qualifying assets is offset against interest
costs in determining the amount to be capitalized. The Utilities had no capitalized interest
during the year.

Replacements and betterments of capital assets are charged to capital assets. Routine
maintenance and repairs are charged to expense as incurred.

Depreciation rates have been applied on a straight-line basis. Estimated useful lives, in
years, for depreciable assets are as follows:

Building and plant ... 10 - 40
EQUIPMENt ..o 5-15
Distribution System ... 20 -40
Land Improvements ..., 15

Capital assets activity for the year was as follows:

Balance at Balance at
Electric Utility July 1, 2006 Increases  Decreases  June 30, 2007
Capital assets:
Land and improvements ............ $ 2,000 $ 9,500 $ 11,500
Bulldings oo 1,109,405 1,109,405
Equipment ..o, 515,072 4,278 519,350
Distribution system ........cccoen. 2,602,995 89,557 2,672,552
Total capital assets 4229472 83,335 4,312,807
Less accumulated depreciation for:
Buildings 64,191 28,032 92,223
Equipment 356,141 29,507 385,648
Distribution system 988,442 72,443 1,060,885
Total agccumulated depreciation 1,408,774 $120,982 1,538,756
Total capital assets, net $2,820,698 $2.774.051
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LAKE PARK MUNICIPAL UTILITIES
NOTES TO FINANCIAL STATEMENTS - Continued

5. CAPITAL ASSETS - Continued

Water Utility

Capital assets:

Land and improvements ...........
Builldings ...
Equipment ..o
Distribution system .........c.cooe
Total capital assets

Less accumutated depreciation for:

Land and improvements
Buildings

Equipment

Distribution system

Total accumulated depreciation

Total capital assets, net

Gas Utility

Capital assets:

Land and improvements ...........
Equipment ...,
Distribution system ...................
Total capital assets

Less accumulated depreciation for:

Equipment
Distribution system
Total accumulated depreciation

Total capital assets, net

6. LONG-TERM DEBT

Electric Fund

JUNE 30, 2007

Balance at Balance at
July 1, 2006 Increases Pecreases June 30, 2007
$ 35006 $ 35,006
1,104 1,104
155,153 $ 4,416 159,569
1,963,383 10,400 1,973,783
2,154,646 14,816 2,169,462
13,059 48 13,107

634 56 690
139,108 3,339 142,448
990,158 62,158 1,052,316
1,142,960 $65.601 1,208,561
$1,011,686 $ 960,901
Balance at Balance at
July 1, 2006 increases Decreases June 30, 2007
$ 2,061 $ 2,061
203,464 203,464
431,875 431,875
637.400 637,400
162,317 $ 8,102 170,419
276,884 9094 285,978
439,201 $17.196 456,397
$198,199 $181.003

During the year ended June 30, 2005, the Utility issued electric revenue bonds in the
amount of $2,585,000 for electric capital improvements. The bonds bear interest of
3.00% - 5.40%, mature annually from June 1, 2008 to June 1, 2024, and are secured by
future net revenues of the Electric Utility.

The resolution providing for the issuance of the revenue bonds provides for the creation of
a Sinking Fund, into which shall be set aside an amount equal to the amount of annual
principal and interest coming due on those bonds, a Reserve Fund and an Improvement
Fund, with funds set aside in each to pay, and support payment of, the principal and

interest.
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LAKE PARK MUNICIPAL UTILITIES
NOTES TO FINANCIAL STATEMENTS - Continued
JUNE 30, 2007
6. LONG-TERM DEBT - Continued

Electric Fund - Continued

A summary of the Electric Fund’s June 30, 2007 long-term indebtedness is as follows:

Due Year
Ending June 30, Amount
2008 e a s $ 100,000
2000 e e e 100,000
20700 s 105,000
201 e 110,000
202 e 115,000
20183 = 207 e 650,000
208 w202 i e e 825,000
2023 - 2024 390,000
TOTAL $2,395.000
Water Fund

During the year ended June 30, 2002, the Utility issued water revenue capital loan notes
in the amount of $300,000. The notes bear interest from 3.0% - 4.0%, and mature
annually from June 1, 2008 to June 1, 2011. The resolution providing for the issuance of
the revenue notes provides for the creation of a Sinking Fund into which there shall be set
aside an amount sufficient to pay the annual principal and interest coming due on those
bonds, and a Reserve Fund, which is established at the minimum required amount. The
capital loan notes are secured by future net revenues of the Water Utility.

A summary of the Water Fund'’s long-term indebtedness follows:

Due Year Ending

June 30 Amount
2008 e $ 35,000
2000 e 35,000
200 s 40,000
20T e e 40,000
TOTAL $1560,000
A summary of the changes in long-term debt for the year ended June 30, 2007 is as
follows:
Original Balance Balance
Amount 7-1-06 issued Retired 6-30-07
Water revenue notes $ 300,000 $ 185,000 $ .0 $35.000 $ 150.000
Flectric revenue bonds  $2,585,000 $2.490.000 $ 0 $95,000 $2,395,000
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LAKE PARK MUNICIPAL UTILITIES
NOTES TO FINANCIAL STATEMENTS - Continued
JUNE 30, 2007

PENSION AND RETIREMENT BENEFITS

The Utilities contributes to the lowa Public Employees Retirement System (IPERS) which
is a cost-sharing multiple-employer defined benefit pension plan administered by the State
of lowa. IPERS provides retirement and death benefits which are established by State
statute to plan members and beneficiaries. IPERS issues a publicly available financial
report that includes financial statements and required supplementary information. The
report may be obtained by writing fo IPERS, P.O. Box 9117, Des Moines, lowa, 50306-
9117.

Plan members are required to contribute 3.70% of their annual salary and the Utilities is
required to contribute 5.75% of annual covered payroll. Contribution requirements are
established by State statute. The Ulilities contribution to IPERS for the years ended
June 30, 2007, 2006, and 2005 were $8,871, $8,968, and $13,210 respectively, equal to
the required contributions for each year.

COMPENSATED ABSENCES

The Utilities’ employees accumulate vacation, sick leave, and comp time hours for
subsequent use. The employees receive payment for accumulated vacation and comp
time hours upon termination, retirement or death, and therefore the appropriate liability
has been recorded on the Utilities’ records.

ECONOMIC DEVELOPMENT CONTRIBUTIONS

By authorization of the Board of Trustees, funds were expended for economic
development benefiting the City of Lake Park, lowa and Lake Park Municipal Utiities.
PAYMENTS IN LIEU OF PROPERTY TAXES

By resolution of the Board of Trustees, voluntary payments in lieu of property taxes are
made to the City of Lake Park, lowa. Currently, payments approximate the City's utility
usage.

RATES

The Utilities' rates are established by the Board of Trustees and, as a municipal system,
are not subject to the regulation of the Utilities Division of the Department of Commerce of

‘the State of lowa.
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LAKE PARK MUNICIPAL UTILITIES
NOTES TO FINANCIAL STATEMENTS - Continued
JUNE 30, 2007

12. LLOCAL GOVERNMENT RISK POOL

Lake Park Municipal Utilities is a member of the lowa Communities Assurance Pool, as
allowed by Chapter 670.7 of the Code of lowa. The lowa Communities Assurance Pool
(Pool) is a local government risk-sharing pool whose 556 members include various
governmental entities throughout the State of iowa. The Pool was formed in August 1986
for the purpose of managing and funding third-party liability claims against its members.
The Pool provides coverage and protection in the following categories: general liability,
automobile fiability, automobile physical damage, public officials Hability, police
professional liability, property, inland marine, and boiler/machinery. There have been no
reductions in insurance coverage from prior years.

Each member's annual casualty contributions to the Pool fund current operations and
provide capital. Annual operating contributions are those amounts necessary to fund, on a
cash basis, the Pool's general and administrative expenses, claims, claims expenses, and
reinsurance expenses due and payable in the current year, plus all or any portion of any
deficiency in capital. Capital contributions are made during the first six years of
membership and are maintained to equal 300 percent of the total current members' basis
rates or to comply with the requirements of any applicable regulatory authority having
jurisdiction over the Pool.

The Pool also provides property coverage. Members who elect such coverage make
annual operating contributions which are necessary to fund, on a cash basis, the Pool's
general and administrative expenses and reinsurance premiums, all of which are due and
payable in the current year, plus all or any portion of any deficiency in capital. Any year-
end operating surplius is transferred to capital. Deficiencies in operations are offset by
transfers from capital and, if insufficient, by the subsequent year's member contributions.

Lake Park Municipal Utilities’ property and casualty contributions 1o the risk pooi are
recorded as disbursements from its operating funds at the time of payment to the risk
pool. Lake Park Municipal Utilities' annual contribution to the Pool for the year ended
June 30, 2007 was $20,566.

The Pool uses reinsurance and excess risk-sharing agreements to reduce its exposure to
large losses. The Pool retains general, automobile, police professional, and public
officials’ liability risks up to $350,000 per claim. Claims exceeding $350,000 are reinsured
in an amount not to exceed $2,650,000 per claim and $5,000,000 in aggregate per year.
For members requiring specific coverage from $3,000,000 to $10,000,000, such excess
coverage is also reinsured. Automobile physical damage risks are retained by the Pool up
to $100,000 each occurrence, each location, with excess coverage reinsured on an
individual-member basis. All property risks are also reinsured on an individual-member
basis.
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LAKE PARK MUNICIPAL UTILITIES
NOTES TO FINANCIAL STATEMENTS - Continued
JUNE 30, 2007

LOCAL GOVERNMENT RISK POOL - Continued

The Pool's intergovernmental confract with its members provides that in the event a
casualty claim or series of claims exceeds the amount of risk-sharing protection provided
by the member's risk-sharing certificate, or in the event that a series of casualty claims
exhausts total members' equity plus any reinsurance and any excess risk-sharing
recoveries, then payment of such claims shall be the obligation of the respective individual
member. As of June 30, 2007, settled claims have not exceeded the risk pool or
reinsurance company coverage since the Pool's inception.

Members agree to continue membership in the Pool for a period of not less than one full
year. After such period, a member who has given 60 days’ prior written notice may
withdraw from the Pool. Upon withdrawal, payments for all claims and claims expenses
become the sole responsibility of the withdrawing member, regardless of whether a claim
was incurred or reported prior to the member's withdrawal. Members withdrawing within
the first six years of membership may receive a partial refund of their capital contributions.
If a member withdraws after the sixth year, the member is refunded 100% of its capital
contributions; however, the refund is reduced by an amount equal to the annual operating
contribution which the withdrawing member would have made for the one-year period
following withdrawal.

l.ake Park Municipal Utilities also carries commercial insurance purchased from other
insurers for coverage associated with workers’ compensation. The Utilities assumes
liability for any deductibles and claims in excess of coverage limitations. Settled claims
resulting from these risks have not exceeded commercial insurance coverage in any of
the past three fiscal years.

PRIOR PERIOD ADJUSTMENTS

During the year ended June 30, 2007 the Utilities discovered that a customer was
inadvertently over billed for gas usage. The over billings, totaling $69,231, cover the time
period of May 2004 through June 2006. Income was overstated in the applicable years by
this amount. The Utilities reimbursed the customer during the year ended June 30, 2007
and a prior period adjustment has been recorded.

The Utilities has agreed to pay interest of $5,154 on the over billed amount for the periods
stated in the preceding paragraph. As a result, a prior period adjustment has been made
to record an additional $5,154 of interest expense. Non-operating expense was
understated in the applicable years by this amount.

The effect of these adjustments results in a net prior period adjustment of $74,385 as of
June 30, 2006.
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LAKE PARK MUNICIPAL UTILITIES
BUDGETARY COMPARISON SCHEDULE OF
REVENUES, EXPENSES, AND CHANGES IN BALANCES - BUDGET AND ACTUAL
FOR THE YEAR ENDED JUNE 30, 2007

Original/ Variance
Final Favorable
Actual Budget  (Unfavorable}
REVENUE:
Charges for SEIVICES ...v..vvvivveveirreeeriernrrnirerernnns $2,069,749 $2,0851860 § (15,411)
NON-OPerating .......coceeeeriveeiir e 38,690 218,570 (179,880)
TOTAL REVENUE 2,108,439 2,303,730 (195,291)
EXPENSES:
EIECHIC oot ee e s e e e 989,823 990,919 1,096
WVBLET <.eeeecee e e e es v ene s naanen 290,903 231,073 (59,830)
GBS crieiie ettt a e 915,538 1,176,485 260,947
TOTAL EXPENSES 2,196,264 2,398477 202.213
CHANGE IN FUND NET ASSETS (87,825) (94,747) § 6,922
FUND NET ASSETS -
JULY 1, 2006 (AS RESTATED) 2,481,497 2,188,956
FUND NET ASSETS - JUNE 30, 2007 2 72 2,004.2

See Accompanying Independent Auditors’ Report
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LAKE PARK MUNICIPAL UTILITIES
NOTES TO REQUIRED SUPPLEMENTARY INFORMATION - BUDGETARY REPORTING
JUNE 30, 2007

In accordance with the Code of lowa, the Utilities annually adopts a budget, following required
public notice and hearing. The annual budget may be amended during the year utilizing similar
statutorily prescribed procedures.

Formal and legal budgetary control is based upon ten major classes of disbursements known as
functions, not by fund or fund type. These ten functions are: public safety, public works, health
and social services, culture and recreation, community and economic development, general
government, debt service, capital projects, business type activities and non-program. Although
the budget document presents function disbursements by fund, the legal level of control is at the
aggregated function level, not by fund. All Utilities’ disbursements are included in business-type
activities function.
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INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS
BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Board of Trustees
Lake Park Municipal Utilities

We have audited the financial statements of the business-type activities and each major fund of
| ake Park Municipal Utilities as of and for the year ended June 30, 2007, which collectively
comprise the Utilities’ basic financial statements listed in the table of contents, and have issued
our report thereon dated October 26, 2007. We conducted our audit in accordance with
generally accepted auditing standards, and the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the United
States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Lake Park Municipal Utilities’ internal
control over financial reporting as a basis for designing our auditing procedures for the purpose
of expressing our opinion on the financial statements but not for the purpose of expressing our
opinion on the effectiveness of Lake Park Municipal Utilities' internal control over financial
reporting. Accordingly, we do not express an opinion on the effectiveness of the Utilities’
internal control over financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose
described in the preceding paragraph and would not necessarily identify all deficiencies in
internal control over financial reporting that might be significant deficiencies or material
weaknesses. However, as discussed below, we indentified certain deficiencies in internal
control over financial reporting that we consider to be significant deficiencies, one of which we
consider to be a material weakness.

A contro! deficiency exists when the design or operation of the control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent or detect misstatements on a timely basis. A significant deficiency is a control
deficiency, or combination of control deficiencies, that adversely affects Lake Park Municipal
Utilities’ ability to initiate, authorize, record, process, or report financial data reliably in
accordance with U.S. generally accepted accounting principles such that there is more than a
remote likelihood a misstatement of Lake Park Municipal Utilities’ financial statements that is
more than inconsequential will not be prevented or detected by the Utilities' internal control. We
consider the deficiencies in internal control described in Part | of the accompanying Schedule of
Findings to be significant deficiencies in internal control over financial reporting.
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A material weakness is a significant deficiency, or combination of significant deficiencies, that
results in more than a remote likelihood a material misstatement of the financial statements will
not be prevented or detected by the Utilities’ internal control.

Our consideration of the internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and would not necessarily identify all deficiencies
in the internal control that might be significant deficiencies and, accordingly, wouid not
necessarily disclose all significant deficiencies that are also considered to be material
weaknesses. However, of the significant deficiencies described above, we believe item 1-A-07
is a material weakness.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Lake Park Municipal Utilities'
financial statements are free of material misstatement, we performed tests of its compliance
with certain provisions of laws, regulations, contracts and grant agreements, non-compliance
with which could have a direct and material effect on the determination of financial statement
amounts. However, providing an opinion on compliance with those provisions was not an
objective of our audit and, accordingly, we do not express such an opinion. The results of our
tests disclosed no instances of non-compliance or other matters required to be reported under
Government Auditing Standards. However, we noted certain immaterial instances of non-
compliance or other matters that are described in Part Il of the accompanying Schedule of
Findings.

Comments involving statutory and other legal matters about the Ultilities’ operations for the year
ended June 30, 2007 are based exclusively on knowledge obtained from procedures performed
during our audit of the financial statements of the Utilities. Since our audit was based on tests
and samples, not all transactions that might have had an impact on the comments were
necessarily audited. The comments involving statutory and other legal matters are not intended
to constitute legal interpretations of those statutes.

Lake Park Municipal Utilities' responses to findings identified in our audit are described in the
accompanying Schedule of Findings. While we have expressed our conclusions on the Utilities'
responses we did not audit the Utilities’ responses and, accordingly, we express no opinion on
them.

This report, a public record by law, is intended solely for the information and use of the officials,
employees and citizens of the City of Lake Park and other parties to whom the Lake Park
Municipal Utilities may report. This report is not intended to be and should not be used by
anyone other than those specified parties.

We would like to acknowledge the many courtesies and assistance extended to us by personnel

of the L.ake Park Municipal Utilities during the course of our audit. Should you have any
questions concerning any of the above matters, we shall be pleased to discuss them with you at

Wdhae Stine + s, 19

October 26, 2007
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LAKE PARK MUNICIPAL UTILITIES
SCHEDULE OF FINDINGS
FOR THE YEAR ENDED JUNE 30, 2007

Part I: Findings Related to the Financial Statements

SIGNIFICANT DEFICIENCIES:

I-A-07

i-B-07

Segregation of Dutigs - One employee handles most of the financial duties, including
reconciling accounts and recording financial data. One important aspect of internal
control is to prevent employees from handling duties which are incompatible.

Recommendation - We realize that it is difficult to appropriately segregate duties when
the number of employees is limited. Therefore, we recommend the Board maintain
their diligence in the review of the financial records.

Response - We will continue our review.

Conclusion - Response accepted.

General Ledger Account Recongciliation - Several general ledger account balances
were not adjusted to their correct balance at the end of the year.

Recommendation - General ledger account balances should be reconciled on a
regular basis and especially at year end.

Response - We will routinely reconcile and adjust, as needed, general ledger account
balances.

Conclusion - Response accepted.

INSTANCES OF NON-COMPLIANCE:

No matters were noted
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LAKE PARK MUNICIPAL UTILITIES
SCHEDULE OF FINDINGS - Continued
FOR THE YEAR ENDED JUNE 30, 2007

Part I Other Findings Related to Required Statutory Reporting

H-A-07 Certified Budget — Total disbursements for all funds during the year ended June 30,
2007 did not exceed the total amount budgeted.

1I-B-07 Questionable Disbursements - We noted no expenditures that did not meet the
requirements of public purpose as defined in an Attorney General's opinion dated
April 25, 1979.

II-C-07 Travel Expense - No expenditures for travel expenses of spouses of officials or
employees of the Utilities were noted.

I-D-07 Business Transactions - We noted no business transactions between the Utilities and
Utilities’ officials or employees.

[I-E-07 Bond Coverage - Surety bond coverage of Utilities’ officials and employees is in
accordance with statutory provisions. The amount of coverage should be reviewed
annually to ensure that the coverage is adequate for current operations.

I-F-07 Board Minutes - No transactions were found thaf we believe should have been
approved in the Board minutes but were not.

lI-G-07 Revenue Notes - The Electric Utility is in compliance with all aspects of the bond
resolutions, including cash reserves, except that the Ultility has not maintained user
rates at a level sufficient fo produce net revenues to the extent required by the
resolutions. The Water Utility is in compliance with all aspects of the capital loan notes
resolutions, including cash reserves, except that the Utility has not maintained user
rates at a level sufficient to produce net revenues to the extent required by the
resolutions.

Recommendation - The Utilities should review electric and water user rates and
increase them as needed to produce the required net revenues.

Response - The Utilities will evaluate the electric and water usage fees and adjust
them accordingly to produce the required level of net revenues.

Conclusion - Response accepted.
1-H-07 Deposits and Investments - We noted no instances of noncompliance with the deposit

and investment provisions of Chapter 128 and 12C of the Code of lowa and the
Utilities’ investment policy.
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